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The State-level Burden of the Trade War: 
Interactions between the Market Facilitation Program and Tariffs
Edward J. Balistreri, Wendong Zhang, and John Beghin
ebalistr@iastate.edu; wdzhang@iastate.edu; beghin@unl.edu
THE COSTS and benefits of the trade war are unevenly distributed across the United States. Looking at the raw impact on commodity prices, such as soybeans, we know that it disproportionately affects farmers in the Midwest. The Phase One Trade agreement between the United States and China promises substantial relief; however, we question if the Phase One targets are realistic (See “The Phase One Trade Deal: Projections and Implications” by Chad Hart and Lee Schulz in this issue). Thus, it is important to consider just how much is at stake for different states and the nation as a whole.Measuring the impacts of the tariffs on any particular group is challenging because there are a lot of moving parts. While the tariffs depress the price of US pork, the outbreak of African Swine Fever in China supports meat demand and prices on US markets.1 
Our job is to isolate the specific impacts of independent policy choices. We have, for example, already measured the impact of the tariffs on Iowa independent of other policies and unexpected events (like the outbreak of African Swine Fever in China).2 However, there are some policies that, while they are independent choices, directly compensate particular groups adversely impacted by the tariffs. The Market Facilitation Program (MFP) is one such policy that compensates 
farmers across the United States for the adverse impacts of the tariffs on farm income.Ongoing research measuring the state-level impacts of the tariffs in combination with cash transfers under 
the MFP find a dramatic alteration of the geographic distribution of the costs of the trade war. This is not particularly surprising, as the intent of the policy is to compensate farmers. What might be surprising is that many Midwest states, including Iowa, actually experience net welfare gains as MFP payments totally offset the impact of the tariffs. We carefully consider the full effects of the tariffs in terms of both commodity price impacts and tariff revenues 
1 See, for example, “Impact of African Swine Fever on US and World Commodity Markets” in the fall 2019 Agricultural Policy Review.2 In Balistreri et al. (2018) we consider the impact of the tariff increases on Iowa as of August 2018.
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collected, and we are careful to consider that MFP payments have to (at least implicitly) be funded through foregone budget opportunities, which indicates an escalation of the costs of the tariffs on states that receive little or no MFP payments, like California.The Trump Administration implemented the Market Facilitation Program (MFP) in 2018 and 2019 to assist farmers impacted by the trade war. In total, the administration authorized $28 billion of aid to farmers hurt by the tariffs, and is expected to distribute about $23 billion of these $28 billion. This aid shifts the state-level burden of the trade war because the MFP payments have a real cost in terms of budget opportunities. Considering the state-level burden requires a consideration of the trade equilibrium, the distribution of tariff revenues, and the net distribution of assistance proceeds. The administration has disbursed the 2018 payments, about $8.5 billion, and two tranches of 2019 payments.3 The total estimated payments for 2019 (three tranches) is around $14.3 billion based on Glauber’s (2019) estimates. While the 2018 payments were commodity based (and notoriously failed to compensate corn growers by offering $1.65/bushel for soybean growers and $.01/bushel for corn growers), the 2019 payments are based on acres, vary across counties, and, in general, offer higher per-acre payments than the 2018 MFP payments. Criteria used to compute losses from the trade retaliations were also more lax. Both the 2018 and 2019 MFP payments concentrate heavily on Midwest states, 
reflecting the political influence of these states’ rural communities. Glauber (2019) provides a breakdown of MFP payments by state, which we use as the 
base of our analysis.We use a general-equilibrium modeling system for the US economy 
that provides computationally efficient state-level resolution with consistent (funded) interstate transfers that allows us to explore the distribution of state-level burdens under plausible alternative assumptions. We construct a set of detailed social accounts for all 50 states and the District of Columbia using the open-source WiNDC system.4 These data are dynamically aggregated to seven regions plus a focus state for calibrating the multi-region US model for analysis, which gives us 50 different models with small regional dimensionality (eight). We test for, 
and find, negligible approximation 
errors related to this computational strategy. Our scenarios include the introduction of international price impacts and consistent tariff revenues from a GTAPinGAMS global model and the introduction of the MFP interstate transfer payments.5We make the most transparent assumption about the funding and distribution of MFP payments and the distribution of tariff payments. 
Specifically, we assume that tariff revenues are distributed lump-sum according to benchmark income shares across states; and, we assume that the MFP is funded lump-sum according to benchmark income shares. The transfers do not act through distortionary policy instruments. Our 
3 A third tranche is supposed to take place in early 2020.4 The Wisconsin National Data Consortium (WiNDC) is led by Thomas F. Rutherford at the University of Wisconsin: https://windc.wisc.edu/.5 The GTAPinGAMS model used to establish international prices and tariff revenues is from Li, Balistreri, and Zhang (2019).
Figure 1. State-level trade war burden with and without 2019 MFP compen-
sation ($B EV) and 2019 MPF payments ($B).
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transparent cash transfer approach avoids the issue of how the MFP is actually funded (potentially through increases in distortionary taxes and government debt), which could substantially alter the distribution and overall cost of the MFP. Our approach 
gives us a first-pass consideration of the state-level burden-shifting aspects of the MFP independent of the other distributional consequences of 
government finance.
Table 1 and figure 1 show that many Midwest states experience net welfare gains, as MFP payments totally offset the incidence of tariff retaliation on the state economy. 
Specifically, Iowa gains $878 million, North Dakota $532 million, Nebraska 
$532 million, Kansas $475 million, 
South Dakota $347 million, Arkansas $216 million, and Minnesota gains $140 million. These “winner” states, in general, disproportionately rely on their agricultural sector for income, and received substantial MFP payments. Other states, like Illinois, do not quite experience a full offsetting of the incidence of tariffs, but still greatly 
benefit from the MFP payments. Notably, Illinois has a net welfare loss of $1.029 billion, despite receiving the 
second-largest MFP payments ($1.476 billion) due to its large loss from the tariff war ($1.936 billion); however, the MFP payments still abate the loss by $900 million. At the opposite end, Texas and California experience large welfare losses regardless of MFP payments. California’s welfare losses are substantially exacerbated by the MFP—a -$8.239 billion welfare impact under the 2019 MFP payments compared to -$6.255 billion under the trade dispute alone. California’s MFP payments are small ($106 million) compared to the size of its agriculture sector, and California’s large income share makes it bear a large burden in 
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Table 1. Trade War Burden and MFP Impacts by State ($B)
terms of funding the MFP. Thus, net MFP payments for California are -$1.931 billion, which substantially contributes to exacerbated welfare losses. The story in Texas is more nuanced—MFP 
payments are large ($1.297 billion), but as the second-largest state, Texas has a large burden in terms of funding the MFP. On net, Texas receives a relatively small transfer of $108 million. The MFP thus slightly mitigates the cost of the trade dispute for Texas—a -$4.200 billion welfare impact under the 2019 MFP payments compared to -$4.312 under the trade dispute alone. In percent terms, the District of 
Columbia, Hawaii, and Virginia face a similar situation as California—limited agriculture and MFP payments, but bearing their share of funding the MFP.Our results also reveal important political economy insights, both across and within states. Because the MFP payments are strongly tied to agricultural production, farmers, ranchers, landowners, and rural communities receive the bulk of the 
benefits. At the same time, the burden of tax revenues falls on all citizens, and thus more populous urban states and urban constituents with more residents 
continued on page 10
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